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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Health  Care  Financing  Administration 

Social  Security  Administration 

[42  CFR  Part  431] 

[45  CFR  Part  205] 

Fiscai  Disaliowance  for  Erroneous 
Payments  in  the  Aid  to  Famiiies  With 
Dependent  Children  and  Medicaid 
Programs 

agency:  Department  of  Health, 
Education,  and  Welfare. 

ACTION:  Policy  statement  on  proposed 
rules. 

summary:  These  proposed  regulations 
amend  the  quality  control  standards 
promulgated  by  the  Secretary  of  Health, 
Education,  and  Welfare  on  March  7, 

1979.  The  amendments  are  necessary  to 
implement  a  directive  of  the  Congress 
issued  during  action  on  the  1979 
Supplemental  Appropriations  Bill.  Under 
the  new  requirements.  States  must 
reduce  their  payment  error  rates  to  4 
percent  by  September  30, 1982  in  equal 
steps  beginning  in  fiscal  year  1980. 
Federal  matching  will  be  denied  for 
erroneous  expenditures  in  excess  of  the 
standards. 

DATES:  Closing  date  for  receipt  of 
comments:  On  or  before  November  26, 
1979. 

FOR  FURTHER  INFORMATION  CONTACT: 

For  AFDC;  Sean  Hurley,  Division  of 
Quality  Control,  202-245-0788. 

For  Medicaid:  John  Berry,  Division  of 
Quality  Control,  301-597-1354. 
SUPPLEMENTARY  INFORMATION*.  A  major 
issue  in  the  history  of  quality  control  has 
been  the  Federal  government’s  authority 
and  willingness  to  extend  Federal 
financial  participation  (FFP)  to 
erroneous  expenditures,  particularly  in 
instances  where  the  level  of  erroneous 
expenditures  exceeds  prescribed 
tolerance  levels.  Prior  to  1973,  the 
Department  withheld  FFP  only  for 
erroneous  payments  uncovered  in  the 
quality  control  sample  itself.  In  1973,  the 
Department  published  a  regulation 
which  permitted  it  to  reduce  Federal 
matching  funds  for  AFDC  if  a  State's 
case  error  rate  for  ineligibility  was  more 
than  3  percent  or  if  the  overpayment 
case  error  rate  was  more  than  5  percent. 
In  1976.  the  U.S.  District  Court  for  the 
District  of  Columbia  ruled  in  Maryland 
V.  Mathews  (415  F.  Supp.  1206,  D.D.C. 
1976)  that,  while  the  Department  had  the 
authority  to  withhold  FFP  “in  a  speciHed 
amount  set  by  a  tolerance  level",  the  3 


percent  and  5  percent  tolerance  levels 
vvere  “arbitrary"  and  “capricious”  and 
that  the  Department  could  not  reduce 
matching  funds  based  on  these  levels  in 
the  14  States  involved  in  the  litigation. 

The  Department  decided  not  to  reduce 
matching  funds  in  any  State  and 
withdrew  the  regulation. 

After  that  court  decision,  the 
Department  discussed  the  quality 
control  program,  error  rate  targets,  and 
disallowance  policies  extensively  with 
State  and  local  governments  and  with 
numerous  other  affected  parties.  The 
Department  then  published  a  notice  of 
proposed  rulemaking  (NPRM)  on  July  7, 
1978,  subsequently  modified  these 
proposed  rules  based  on  public 
comment,  and  issued  final  rules  on 
March  7, 1979. 

The  NPRM  of  July  7, 1978  and  the  final 
rules  promulgated  on  March  7, 1979 
included  error  rate  standards  for 
Medicaid  for  the  first  time.  Prior  to  these 
rules.  Federal  matching  for  erroneous 
Medicaid  expenditures  was  withheld 
only  for  errors  uncovered  in  the  sample 
itself. 

In  summary,  the  March  7, 1979 
regulations  embodied  these  features: 

O  No  absolute  error  rate  standard 
was  speciHed.  Instead,  the  Department 
announced  its  intention  to  complete  a 
study  by  October  1980  to  form  the  basis 
for  ultimate  absolute  standards. 

O  In  the  interim,  standards  would  be 
set  annually  at  the  level  of  the  national 
average  payment  error  rate.  The 
Secretary  believed  that  actual 
performance  best  reflected  States’ 
administrative  and  managerial 
capability  to  lower  error  rates. 

O  Finally,  States  with  error  rates  well 
above  the  national  average  were  not 
expected  to  reduce  their  error  rates  to 
the  national  average  instantly.  Rather, 
States  were  expected  to  reduce  errors  at 
the  applicable  national  average 
reduction  rate.  Thus,  States  were 
expected  to  make  continual,  steady 
progress  until  the  standards  were  finally 
achieved. 

In  the  course  of  deliberations  on  a 
fiscal  year  1979  Supplemental 
Appropriations  bill  (Pub.  L.  96-38),  the 
House-Senate  conferees  reviewed  the 
March  7, 1979  standards  and  concluded 
that  a  much  more  ambitious  error 
reduction  campaign  was  desirable.  The 
Conference  Committee  therefore 
directed  the  Secretary  to  issue  new 
regulations  requiring  that  all  States 
“reduce  their  AFDC  and  Medicaid 
erroneous  excess  payment  rates  to  4 
percent  by  September  30, 1982.”  The 
Statement  of  Conference  Managers 
further  specified: 

O  That  there  should  be  a  phased 
reduction  from  the  base  period  payment ' 


error  rate  to  the  4  percent  target  over  the 
fiscal  years  1980, 1981,  and  1982;  the 
base  period  was  specified  to  be  April- 
September  1978  for  AFDC  and  July- 
December  1978  for  Medicaid; 

0  That  failure  to  meet  an  error  rate 
target  should  result  in  the  loss  of  Federal 
matching  funds  associated  with 
erroneous  payment  expenditures  in 
excess  of  the  target;  this  provision  is 
also  contained  in  the  March  7. 1979 
regulations; 

O  That  the  Secretary  should 
promulgate  final  regulations 
implementing  these  provisions  no  later 
than  November  30, 1979; 

O  That  under  no  circumstances  should 
payments  to  legitimate  recipients  be 
curtailed  or  even  delayed;  and 

O  That  the  Department  “establish  a 
system  for  determining  error  rates  that 
insures  equal  treatment  for  all  States.” 

Subsequently,  in  acting  on  the 
Department’s  appropriation  for  fiscal 
year  1980,  the  Conference  Committee 
added  the  following  language  to  the  bill: 

“the  requirements  pertaining  to  AFDC 
and  Medicaid  error  rates,  as  specified  in 
the  Conference  Report  on  the  Fiscal  1979 
Supplemental  Appropriations  Act  (Pub. 

L  96-38),  shall  be  carried  out  except 
where  the  Secretary  determines,  in 
certain  limited  cases,  that  States  are 
unable  to  reach  the  required  reduction 
in  a  given  year  despite  a  good  faith 
effort.” 

The  Statement  of  Managers  notes  that 
the  good  faith  waiver  process  is  to  be 
limited  to  extraordinary  circumstances. 
The  fiscal  1980  Labor-HEW 
Appropriations  bill  was  reported  by  the 
Conference  Committee  on  July  31, 1979, 
has  already  passed  the  House,  and  is 
awaiting  final  action  by  the  Senate. 

While  the  language  of  the  Statement 
of  Managers  is  specific  on  the  above 
points,  it  does  not  address  a  series  of 
more  technical  questions  that  must  be 
resolved  in  implementing  the  new 
provision.  Foremost  among  these  are: 

O  The  definition  of  payment  error  to 
be  used  in  determining  compliance; 

O  The  exact  schedule  of  interim  error 
rate  targets  to  be  employed  in  order  to 
achieve  the  phased  reduction; 

O  The  transition  from  the  standards  of 
the  March  7, 1979  regulations  to  the  new 
congressional  standards; 

o  The  criteria  for  determining  when 
circumstances  justify  granting  a  waiver; 

O  The  means  of  assuring  that 
payments  to  legitimate  recipients  are  not 
curtailed  or  delayed  as  a  result  of  fiscal 
disallowances;  and  . 

0  The  means  of  assuring  equal 
treatment  to  States  in  the  determination 
of  error  rates. 

1.  Definition  of  payment  error  to  be 
used  in  determining  if  the  error  rate 
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targets  have  been  met.  For  the  purposes 
of  these  regulations,  payment  error 
includes  all  sources  of  error  that  are 
included  in  the  existing  regulations  and 
thus  were  included  in  the  error  rates  for 
the  AFDC  April-September  1978  base 
period  and  the  Medicaid  July-December 
1978  base  period.  This  means  that  AFDC 
errors  associated  with  State  failure  to 
properly  apply  child  support 
requirements  or  failure  to  obtain  a  social 
security  number  for  each  recipient  are 
included  as  errors.  Medicaid  errors 
related  to  claims  processing  and  third* 
party  liability  are  not  included. 

2.  Schedule  of  interim  targets.  In 
calling  for  error  rate  reductions  to  a  4 
percent  goal,  the  Statement  of  Managers 
does  not  specify  a  schedule  of  interim 
targets.  It  simply  requires  that  progress 
toward  4  percent  be  made  “in  equal 
amounts  each  year  beginning  in  Hscal 
year  1980."  The  Department  has 
interpreted  this  to  mean  that,  in 
progressing  from  the  base  period  error 
rate  to  the  4  percent  target  by  September 
30, 1982,  each  State  must  achieve  one- 
third  progress  by  September  30, 1980 
and  two-thirds  progress  by  September 
30, 1981. 

The  Department  will  retain  its  current 
quality  control  systems  in  AFDC  and 
Medicaid  that  provide  error  rate 
estimates  for  the  semi-annual  periods 
October-March  and  April-September, 
rather  than  for  particular  points  in  time 
(e.g.,  September  30).  In  determining 
State  compliance  with  an  error  rate 
target  to  be  reached  by  a  calendar  date, 
the  Department  will  use  the  weighted 
average  of  the  State's  error  rates  for  the 
two  six-month  reporting  periods  that 
follow  the  target  date.  The  weights  will 
be  established  as  the  percent  of  total 
annual  payments  that  occur  in  each  of 
the  six-month  periods.  The  Department 
believes  that  to  assess  compliance 
annually,  rather  than  semi-annually,  is 
more  consistent  with  the  language  of  the 
Statement  of  Managers. 

Since  State  error  rates  are  presumably 
declining  over  time,  it  would  be  unfair  to 
hold  a  State  to  a  standard  for  a  calendar 
period  if  that  target  is  not  to  be  met  until 
the  end  of  the  period.  Thus,  the 
requirement  that  one-third  progress  be 
achieved  by  September  30, 1980 
establishes  a  first  interim  standard  to  be 
applied  in  October  1980-March  1981  and 
April-September  1981.  The  requirement 
that  two-thirds  progress  be  achieved  by 
September  30, 1981  establishes  a  second 
interim  standard,  to  be  applied  in 
October  1981-March  1982  and  April-  • 
September  1982.  The  4  percent  goal  will 
then  become  the  standard  for  October 
1982-March  1983  and  April-September 
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1983,  and  for  all  succeeding  annual 
assessment  periods. 

An  example  will  illustrate  the 
schedule  of  phased  error  reduction.  If  a 
State’s  base  period  error  rate  was  10.0 
percent,  the  following  schedule  would 
apply: 


Quality  Control  Progress  Error 

Repoiti^  Periodt  Toward  Rate 

4  Percent  Target ' 


a.  October  1980-March  1981  one-third .  8.0 

and  AprH-Seplember  1981. 

b.  October  1981-March  1982  two-thirds ....»  6.0 

and  AprH-Seplember  1982. 

c.  October  1982-Mareh  1983  .  4.0 

and  April-Seplembar  1983, 

and  each  succeeding  year. 


■This  assumes  a  base  period  error  rate  of  10.0  percent. 
Compliance  wM  be  determined  on  the  basis  of  a  weighted 
average  of  error  rates  tor  the  two  semi-aniHjal  reporting  peri¬ 
ods  in  each  fiscal  year. 

3.  Transition  from  current  standards. 
Prior  to  the  implemention  of  these 
targets,  we  wiU  maintain  the 
disallowance  policy  established  in  the 
final  regulations  published  on  March  7, 
1979.  The  congressional  directive 
contained  in  &e  Statement  of  Managers 
clearly  seeks  to  strengthen  the  current 
policy,  not  to  replace  it.  To  revoke  the 
present  set  of  standards  and  then 
impose  targets  that  are  ultimately 
stricter  would  be  inconsistent  with  the 
congressional  mandate.  Furthermore, 
the  Department  believes  that  the  present 
policy  represents  a  sound  and  balanced 
approach  to  management  improvement 
in  AFDC  and  Medicaid.  In  addition,  the 
Department  has  committed  itself  to 
bscal  savings  as  a  result  of  error  rate 
reductions  in  both  AFDC  and  Medicaid 
in  the  period  prior  to  October  1980.  If  the 
current  policies  are  revoked,  the  savings 
might  be  foregone  and  further  progress 
delayed.  Therefore,  the  provisions  of  the 
current  regulation  will  be  retained  for 
the  quality  control  reporting  periods 
April-September  1979,  October  1979- 
March  1980,  and  April-September  1980. 

4.  Criteria  for  waiving  disallowances. 
The  amendment  to  the  fiscal  year  1980 
Labor-HEW  Appropriations  Bill  states' 
that  “the  requirements  pertaining  to 
AFDC  and  Medicaid  error 

rates  .  .  .  shall  be  carried  out  except 
where  the  Secretary  determines,  in 
certain  limited  cases,  that  States  are 
unable  to  reach  the  required  reduction 
in  a  given  year  despite  a  good  faith 
effort.”  The  Statement  of  Conference 
Managers  states  the  intention  of  the 
conferees  that  the  “waiver  process  is  to 
be  limited  to  extraordinary 
circumstances.”  The  March  7, 1979 
regulation  includes  a  provision  for 
exempting  a  State  from  fiscal 
disallowance  (or  reducing  the 
disallowance)  if  the  State  can  establish 
good  reason  for  not  meeting  the  error 
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target  To  grant  a  waiver  tmder  the 
current  regulation,  the  Secretary  must 
find  that  “factors  beyond  the  control  of 
the  State”  precluded  the  State  from 
achieving  the  error  rate  standard.  The 
regulation  gives  a  number  of  examples 
of  mitigating  circiunstances  considered 
sufficient  to  justify  a  waiver: 

0  Disasters  such  as  fire,  flood,  or  civil 
disorders,  that  required  the  diversion  of 
significant  personnel  normally  assigned 
to  eligibility  administration,  or 
destroyed  or  delayed  access  to 
significant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations. 

O  Strikes  of  State  stafr  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  or  processing  of  case  changes; 

O  Sudden  and  unanticipated 
workload  changes  which  result  from 
changes  in  Federal  law  and  regulation, 
or  rapid,  unpredictable  caseload  growth 
in  excess  of,  for  example,  15  percent  for 
a  6-month  period;  and 

O  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
reasonably  assumed  to  be  in  a  position 
to  provide  such  interpetation. 

These  proposed  rules  amend  the 
waiver  provision  in  the  current 
regulations  in  recognition  of  the 
reference  to  a  “good  faith  effort”  in  the 
Appropriations  Bill  as  reported  from 
conference.  In  particular,  the  basis  on 
which  the  Secretary  may  grant  a  waiver 
is  being  changed  from  (a)  a  finding  that 
factors  beyoiid  the  control  of  the  State 
precluded  achievement  of  the  error  rate 
standard  to  (b)  a  finding  that  despite  a 
State’s  good  faith  effort,  the  State  was 
unable  to  attain  the  error  rate  standard. 
Such  a  finding  is  limited  to 
extraordinary  circiunstances.  Both  the 
criteria  and  ^e  list  of  examples  in  the 
current  regulation  implied  a  finding  that 
intervening  external  forces  made 
achievement  impossible.  Given  the 
criteria  in  the  current  regulation,  the 
Secretary  would  be  unable  to  waive  or 
reduce  a  penalty  in  a  State  that  made  an 
all-out,  conscientious  effort  that 
substantially  reduced  its  error  rate,  but 
nevertheless  did  not  fully  achieve  the 
error  rate  standard.  Thus,  we  are  adding 
the  following  to  the  illustrative  list  of 
qualifying  situations: 

0  file  State  developed  and 
implemented,  in  a  timely  manner,  a 
corrective  action  plan  reasonably 
desinged  to  meet  the  target  error  rate, 
but  the  target  error  rate  was  not  met. 

In  evaluating  whether  the  State  has 
made  a  good  faith  effort  in  these 
circumstances,  the  Department  will 
consider  the  following  factors: 
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0  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program,  e.g.,  priorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources; 

0  Sufficiency  and  quality  of 
operational  systems  which  are  designed 
to  reduce  errors  e.g.,  BENDEX,  IDEX, 
monthly  reporting,  retrospective 
budgeting,  error  prone  prohles,  local 
agency  monitoring  systems,  computer 
clearances; 

o  Use  of  effective  systems  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data,  e.g.,  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
profiles,  corrective  action  committees, 
special  studies;  and 

o  Effective  management  and 
execution  of  the  corrective  action 
process,  e.g.,  assignment  of 
responsibilities,  milestones  for 
completing  tasks,  completion  of  tasks, 
monitoring  of  progress. 

These  provisions  are  ones  on  which 
the  Department  particularly  encourages 
public  comment. 

5.  Means  of  assuring  that  payments  to 
legitimate  recipients  are  not  curtailed  or 
delayed.  The  Statement  of  Conference 
Managers  provides  that  “under  no” 
circumstances  are  any  payments  to 
legitimate  recipients  to  be  curtailed  or 
even  delayed”  on  account  of  threatened 
fiscal  sanctions.  The  conferees  however, 
did  not  suggest  any  means  of  providing 
such  protection.  The  Department  can 
(and  does]  act  to  prevent  the  use  of 
administrative  discretion  to  deny 
beneficiaries  their  full  entitlement  under 
prevailing  State  payment  provisions.  In 
particular,  the  quality  control  system 
measures  the  extent  of  underpayments 
to  eligible  recipients  and  the  erroneous 
denial  or  termination  of  benefits  to 
clients.  The  Department  intends  to  make 
full  use  of  these  measures  to  insure  that 
States  provide  to  applicants  and  current 
recipients  their  full  benefit  entitlement. 
The  Department  is  also  examining 
policies  that  could — through  legislation, 
regulation,  or  other  Departmental 
directive — prevent  across-the-board 
benefit  reductions  in  States  that  face 
fiscal  sanctions. 

6.  Means  of  assuring  equal  treatment 
to  States  in  the  determination  of  error 
rates.  The  Department  recognizes  the 
importance  of  eliminating  any 
opportunity  for  a  State  to  manipulate  to 
its  advantage  the  quality  control 
measurement  system  by  which  error 
rates  are  calculated.  The  Statement  of 
Managers  directs  that  the  Department 
“establish  a  system  for  determining 
error  rates  that  insures  equal  treatment 
for  all  States.”  The  Department  feels 
that  such  treatment  is  provided  by  the 


current  Federal  re-review  procedure  in 
which  a  random  subsample  of  each 
State’s  quality  control  sample  is 
reviewed  by  Federal  monitoring  staff.  A 
statistical  adjustment  is  made  to  the 
State-determined  error  rate  based  on  the 
extent  of  nonconcurrence  between  the 
original  State  findings  and  the 
subsequent  Federal  findings  for  the 
subsample.  This  Federal  monitoring 
system  serves  to  correct  for  the 
difierential  standards  of  scrutiny  that 
may  exist  among  States  in  the  initial 
quality  control  review. 

Furffier,  if  a  State  fails  to  complete  the 
review  findings  for  its  full  quality 
control  sample  in  either  AFDC  or 
Medicaid,  the  Department  will  assign  to 
the  State  an  error  rate  based  on  either 
the  weighted  average  of  the  State’s 
payment  error  rates  for  the  three  sample 
periods  or  the  findings  of  a  Federal 
sample.  This  procedure  will  be  followed 
for  the  reporting  periods  relevant  to  both 
the  current  disallowance  policies  in 
AFDC  and  Medicaid  and  the 
congressionally-mandated  standards. 

Dated:  September  19, 1979. 

Patricia  Roberts  Harris, 

Secretary. 

|FR  Doc.  79-29691  Filed  9-24-79. 8:45  am) 

BILUNG  CODE  4110-12-M 

Health  Care  Financing  Administration 

[42  CFRPart  431] 

Medicaid  Program;  Quality  Control 
System  Error  Rate 

agency:  Health  Care  Financing 
Administration  (HCFA),  HEW. 

ACTION:  Proposed  Rule. 

SUMMARY:  Current  Medicaid  Quality 
Control  regulations  provide  for  a 
reduction  of  Federal  matching 'funds 
under  title  XIX,  Social  Security  Act,  to 
any  State  that  has  an  eligibility 
determination  error  rate  exceeding  a 
specified  target.  This  proposal  would  set 
a  uniform  national  target  error  rate  of  4 
percent  to  be  achieved  by  all  States  by 
September  30, 1982.  It  reflects 
Congressional  intent  that  States  make 
increased  e^orts  to  control  unnecessary 
expenditures  in  the  Medicaid  program. 
DATES:  Closing  date  for  receipt  of 
comments:  On  or  before  November  26, 
1979. 

ADDRESSES:  Address  comments  in 
writing  to:  Administrator,  Health  Care 
Financing  Administration,  Department 
of  Health,  Education,  and  Welfare,  P.O. 
Box  17067,  Baltimore,  Maryland  21235. 

Please  refer  to  File  Code  MMB-275-P. 
Agencies  and  organizations  are  asked  to 
submit  comments  in  duplicate. 


Comments  will  be  available  for  public 
inspection,  beginning  approximately  2 
weeks  after  publication,  in  room  5220  of 
the  Department’s  offices  at  330  C  Street, 
SW.,  Washington,  D.C.,  on  Monday 
through  Friday  of  each  week  from  8:30 
a.m.  to  5  p.m.  (202-245-0950]. 

FOR  FURTHER  INFORMATION,  CONTACT: 
John  Berry,  301-597-1354. 

42  CFR  Part  431,  Subpart  P,  is 
amended  as  set  forth  below. 

1.  Section  431.801  is  amended  by 
revising  the  title,  paragraph  (a],  and 
paragraph  (c]  to  read  as  follows: 

Subpait  P— Quality  Control 

§431.801  Disallowance  of  Federal 
financial  participation  for  erroneous  State 
payments  (effective  through  September 
1980). 

(a]  Purpose  and  applicability. 

(1)  Purpose.  This  section  establishes 
rules  and  procedures  for  disallowing 
Federal  financial  participation  (FPP]  in 
erroneous  Medicaid  payments  due  to 
eligibility  errors,  as  detected  through  the 
Medicaid  Quality  Control  (MQC]  system 
required  under  §  431.800  of  this  subpart. 

(2]  Applicability.  This  section  applies 
to  States  through  the  end  of  the  April- 
September  1980  MQC  review  period. 
After  September  30, 1980.  HCFA  will 
apply  the  performance  standards 
specified  in  §  431.802. 
***** 

(c]  Setting  the  State’s  error  rate.  An 
error  rate  for  each  State  will  be 
determined  for  each  MQC  review 
period,  in  accordance  with  instructions 
issued  by  HCFA.  Erroneous  eligibility 
determinations  by  a  the  Social  Security 
Administration  (SSA]  of  Supplemental 
Security  Income  (SSI]  eligibility  will  not 
be  included  in  determining  the  State’s 
error  rate.  (If  a  State  fails  to  complete  a 
valid  MQC  review  as  required  for  any 
review  period,  HCFA  will  assign  the 
State  an  error  rate  based  on  either  the 
weighted  average  of  its  error  rate  or  the 
last  three  review  periods,  a  special 
Federal  sample  or  audit,  or  Federal 
subsample.] 

***** 

2.  A  new  §  431.802  is  added  as 
follows: 

§  431.802  Disallowance  of  Federal 
financial  participation  for  erroneous  State 
payments  (effective  beginning  October  1, 
1980). 

(a]  Purpose  and  applicability.  (1] 
Purpose.  This  section  establishes  rules 
and  procedures  for  disallowing  Federal 
^financial  participation  (FFP]  in 
erroneous  Medicaid  payments  due  to 
eligibility  errors,  as  detected  through  the 
Medicaid  Quality  Control  (MQC]  system 
required  under  §  431.800  of  this  subpart. 
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(2)  Applicability.  This  section  will 
apply  to  States  for  each  12  month 
annual  assessment  period  beginning 
with  the  October  1980-September  1981 
period. 

(b)  Definitions.  For  purposes  of  this 
section — “Annual  Assessment  Period” 
means  the  12  month  period,  October  1 
through  September  30  and  includes  two 
6-month  review  periods  (October-March 
and  April-September). 

“Base  period”  means  the  6  month 
MQC  sample  period  from  July  through 
December  1978,  used  to  calculate  each 
State’s  error  rate. 

“Eligibility  errors”  has  the  same 
meaning  as  specifred  in  §  431.800(b]. 

“National  standard”  means  a  4 
percent  payment  error  rate. 

“State  payment  error  rate”  means  the 
rate  of  eligibility  payment  errors 
detected  under  the  MQC  system  for  an 
annual  assessment  period  or  a  review 
period. 

“State  target  error  rate”  means  the 
error  rate  that  a  State  must  achieve  in 
order  to  avoid  a  disallowance  of  FFP 
under  this  section. 

(c)  Setting  the  State’s  payment  error 
rate.  A  payment  error  rate  for  each  State 
will  be  determined  for  each  annual 
assessment  period  in  accordance  with 
instructions  issued  by  HCFA.  Erroneous 
eligibility  determinations  by  the  Social 
Security  Administration  (SSA)  of 
Supplemental  Security  Income  (SSI) 
eligibility  will  not  be  included  in  the 
State's  payment  error  rate.  If  a  State 
fails  to  complete  a  valid  MQC  review  as 
required  for  any  review  period,  HCFA 
will  assign  the  State  a  payment  error 
rate  based  on  either  the  weighted 
average  of  its  payment  error  rate  for  the 
last  three  review  periods,  a  special 
Federal  sample  or  audit,  or  the  Federal 
subsample. 

(d)  Establishing  the  target  error  rate. 

(1)  Each  State  with  a  based  period 
payment  error  rate  in  excess  of  4 
percent  must  reduce  its  payment  error 
rate  to  4  percent  by  the  October  1982- 
September  1983  annual  assessment 
period. 

This  reduction  must  be  made  in  three 
equal  increments  for  each  October- 
September  annual  assessment  period 
beginning  with  the  October  1980- 
September  1981  period. 

(2)  HCFA  will  establish  each  State’s 
target  error  rate  for  the  October  1980- 
September  1981  annual  assessment 
period  by  multiplying  one-third  times 
the  amount  by  which  the  State’s  base 
period  error  rate  exceeds  4  percent;  this 
product  is  then  substracted  from  the 
State’s  base  period  error  rate.  To 
establish  the  target  error  rate  for  the 
October  1981-September  1982  annual 
assessment  period,  HCFA  will  multiply 


two-thirds  times  the  amount  by  which 
the  State’s  base  period  error  rate 
exceeds  4  percent;  this  product  is  then 
subtracted  from  the  State’s  base  period 
error  rate.  For  all  annual  assessment 
periods  after  September  30, 1982,  the 
State  must  meet  the  4  percent  national 
standard. 

Example 

Assume  HCFA  is  establishing  target 
error  rates  for  the  October  1981- 
September  1982  annual  assessment 
period,  and  that  the  State  in  question 
had  a  base  period  error  rate  of  16 
percent.  The  target  error  rate  would  be 
computed  as  follows:  Sixteen  percent 
(the  State’s  base  period  error  rate]  less  4 
percent  (the  national  standard)  equals 
12  percent;  12  percent  multiplied  by  2/3 
equals  8  percent;  8  percent  is  subtracted 
from  16  percent  to  yield  an  8  percent 
target  error  rate. 

(3)  States  with  error  rates  in  the  base 
period  at  or  below  the  4  percent  national 
standard  must  maintain  that  standard  as 
their  target  error  rate. 

(4)  Beginning  with  the  October  1980- 
September  1981  annual  assessment  * 
period  and  for  all  subsequent  annual 
assessment  periods,  HCFA  will  notify 
each  State  agency  of  its  progress  in 
achieving  the  target  error  rates. 

(e)  Procedures  for  disallowance  of 
FFP.  (1)  If  a  State  fails  to  meet  its  target 
error  rate  despite  a  good  faith  effort, 
HCFA  will  disallow  FFP,  as  provided  in 
this  section,  for  each  annual  assessment 
period  as  appropriate. 

(2)  If  a  State  fails  to  meet  its  target 
error  rate,  HCFA  will  compute  the  dollar 
amount  to  be  disallowed  as  follows: 

The  difference  between  the  State’s 
target  eiror  rate  and  the  State’s  payment 
error  rate  for  an  annual  assessment 
period  will  be  multiplied  by  the  amount 
of  FFP  for  medical  assistance  claimed 
by  the  St^e  for  the  annual  assessment 
period.  This  product  will  be  the  amount 
of  the  disallowance. 

A  State  payment  error  rate  for  an 
annual  assessment  period  will  be  the 
sum  of  the  weighted  payment  error  rates 
in  the  two  6-month  review  periods. 

The  weights  will  be  established  as  the 
percent  of  total  annual  payments  that 
occur  in  each  of  the  six  month  periods. 

Example 

The  State’s  target  error  rate  was  8 
percent.  During  the  first  6-month  review 
period  the  payment  error  rate  was  10 
percent  and  the  total  payments  made 
during  that  6-month  period  were  $20 
million.  During  the  second  6-month 
review  period,  the  payment  error  rate 
was  9  percent  and  total  payments  were 
$30  million.  The  total  payments  in  the 


annual  assessment  period  were  $50 
million. 

The  weight  applied  to  the  payment 
error  rate  for  the  first  6-monA  period 
would  be  .4  ($20  million  divided  by  $50 
million). 

The  weight  applied  to  the  payment 
error  rate  for  the  second  6-month  period 
would  be  .6  ($30  million  divided  by  $50 
million). 

Therefore,  the  payment  error  rate  for 
the  annual  assessment  period  would  be 
9.4  percent  or  4  percent  (.4  x  10  percent 
for  the  first  6-month  period)  plus  5.4 
percent  (.6  x  9  percent  for  the  second  6- 
month  period). 

Since  the  target  error  rate  was  8 
percent  and  the  payment  error  rate  was 
9.4  percent,  HCFA  would  disallow  1.4 
percent  of  the  amount  of  FFP  claimed  by 
the  State  for  its  Medicaid  program  for 
the  annual  assessment  period. 

(3)  HCFA  will  notify  a  State  that  it 
will  disallow  matching  funds  because 
the  State  did  not  meet  its  target  error 
rate.  The  State  will  have  65  days  from 
the  date  of  this  notification  to  show  that 
it  made  a  good  faith  effort  to  meet  the 
target  error  rate.  If  the  Secretary  finds 
that  the  State  did  not  meet  its  target 
error  rate  despite  a  good  faith  effort, 
HCFA  will  reduce  the  disallowance  in 
whole  or  in  part,  as  the  Secretary  finds 
appropriate  tmder  the  circumstances 
shown  by  the  State.  A  finding  that  a 
State  did  not  meet  the  target  error  rate 
despite  a  good  faith  effort  will  be  limited 
to  extraordinary  circumstances. 

(4)  Some  examples  of  circumstances 
under  which  the  Secretary  may  find  that 
a  State  did  not  meet  the  target  error  rate 
despite  a  good  faith  effort  are — 

(i)  Disasters  such  as  a  fire,  flood,  or 
civil  disorders,  that — 

(A)  Require  the  diversion  of 
Significant  personnel  normally  assigned 
to  Medicaid  eligibility  administration,  or 

(B)  Destroyed  or  delayed  access  to 
signficant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations; 

(ii)  Strikes  of  State  staff  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  or  processing  of  case  changes; 

(iii)  Sudden  and  unanticipated 
workload  changes  which  result  from 
changes  in  Federal  law  and  regulation, 
or  rapid,  unpredictable  caseload  growth 
in  excess  of,  for  example,  15  percent  for 
a  6  month  period; 

(iv)  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
reasonably  assumed  to  be  in  a  position 
to  provide  such  interpretation;  and 

(v)  The  State  timely  developed  and 
implemented  a  corrective  action  plan 
reasonably  designed  to  meet  the  target 
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error  rate,  but  the  target  error  rate  was 
not  achieved.  In  evaluating  whether  the 
State  made  a  good  faith  effort  in  these 
circumstances,  the  Secretary  will 
consider  the  following  factors — 

(A)  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program;  e.g.,  priorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources: 

(B)  Sufficiency  and  quality  of  systems 
designed  to  reduce  errors  that  are 
operational  in  the  State,  e.g.,  BENDEX. 
SDX,  monthly  reporting,  error  prone 
profiles,  local  agency  monitoring 
systems,  computer  clearances; 

(C)  Use  of  effective  system  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data.  e.g..  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
profiles,  corrective  action  committees, 
special  studies;  and 

(D)  Effective  management  and 
execution  of  the  corrective  action 
process,  e.g.,  assignment  of 
responsibilities,  milestones  for 
completing  tasks,  substantial  completion 
of  tasks,  monitoring  of  progress. 

(5)  The  failure  of  a  State  to  act  upon 
necessary  legislative  changes  or  to 
obtain  budget  authorization  for  needed 
resources  is  not  a  ground  for  a  waiver. 

(0)  A  State  may  request 
reconsideration  of  a  disallowance  under 
this  section  in  accordance  with  the 
procedures  specified  in  45  CFR  Part  16. 

(Sec.  1102  of  the  Social  Security  Act  (42 
IJ.S.C.  1302)1  (Catalog  of  Federal  Domestic 
Assistance  Program  No.  13.714.  Medical 
Assistance  Program.) 

Dated:  August  31. 1979. 

Leonard  D.  Schaeffer, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  September  19. 1979. 

Patricia  Roberts  Harris, 

Secretary. 

|KR  t)i«.  79-:sti92  Kited  9-24-79;  8:45  am) 
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Social  Security  Administration 

[45  CFR  Part  205] 

Aid  to  Families  With  Dependent 
Children;  Calculating  Reduction  in 
Federal  Financial  Participation  for 
Incorrect  Payment  by  States  After 
September  1980 

AGENCY:  Social  Security  Administration 

(SSA),  HEW. 

action:  Proposed  Rule. 

summary:  These  proposed  regulations 
change  the  quality  control  standards 
published  on  March  7, 1979  (44  FR  12579) 


for  the  reduction  of  incorrect  payments 
in  Aid  to  Families  with  Dependent 
Children  (AFDC).  The  changes  conform 
to  a  directive  of  the  Congress  issued 
during  action  on  the  1979  Supplemental 
Appropriations  Act  (Pub.  L.  96-38).  The 
changes  require  States  to  reduce  their 
payment  error  rates  to  4  percent  by 
September  30, 1982  in  equal  steps 
beginning  in  fiscal  year  1980.  Federal 
financial  participation  will  not  be  made 
for  incorrect  payments  exceeding  the 
amounts  allowed. 
dates:  Your  comments  will  be 
considered  if  we  receive  them  on  or 
before  November  26, 1979. 

ADDRESSES:  Send  your  written 
comments  on  the  AFDC  provisions  to: 
Social  Security  Administration, 
Department  of  Health,  Education,  and 
Welfare,  P.O.  Box  1585,  Baltimore, 
Maryland  21203.  Copies  of  all  comments 
which  the  Social  Security 
Administration  receives  can  be  seen  at 
the  Washington  Inquiries  Section,  Office 
of  Information,  Social  Security 
Administration,  Department  of  Health, 
Education,  and  Welfare,  North  Building, 
Room  1169,  330  Independence  Avenue 
SW.,  Washington,  D.C.  20201. 

FOR  FURTHER  INFORMATION  CONTACT: 
Sean  Hurley,  Division  of  Quality 
Control,  telephone  (202)  245-8999.. 

45  CFR  Part  205  is  amended  as 
follows: 

1.  Section  205.41  is  amended  by 
revising  the  title  and  revising 
paragraphs  (a)(1)  and  (d)(1),  and  by 
adding  paragraph  (a)(3)  to  read  as 
follows: 

§  205.41  Reduction  of  FFP  for  incorrect 
payments  by  States  (effective  through 
September  1980). 

(a)  Purpose  and  applicability.  (1)  This 
section  provides  the  rules  we  will  use  to 
determine  whether  we  will  reduce  the 
amount  of  Federal  matching  funds 
(Federal  financial  participation  or  FFP)" 
we  give  to  a  State,  and,  if  so,  the  amount 
of  the  reduction.  We  will  reduce  the 
amount  of  our  matching  funds  if  a  State 
makes  more  incorrect  payments  in  its 
AFDC  program  than  allowed  under  the 
rules  in  this  section.  These  rules  apply 
to  all  States  which  have  AFDC 
programs. 

(2)  *  *  * 

(3)  The  rules  in  this  section  apply  to 
all  States  through  the  end  of  the  April- 
September  1980  quality  control  sample 
period.  Beginning  with  the  October  1980- 
March  1981  quality  control  sample 
period  and  for  subsequent  6-month 
sample  periods,  we  will  apply  the 
performance  standards  described  in 
§  205.42. 
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(d)  How  we  establish  a  national 
standard.  (1)  Information  we  will  use. 

We  will  use  the  information  provided  by 
the  Federal/State  quality  control 
system.  This  system  measures  the  dollar 
amount  of  incorrect  payments  for  every 
6-month  period  (April-September  and 
October-March).  If  a  State  fails  to 
complete  a  valid  sample  for  any  6-month 
sample  period,  we  will  assign  to  the 
State  an  error  rate  based  on  either  the 
weighted  average  of  the  State’s  payment 
error  rate  for  the  last  three  sample 
periods  or  a  Federal  sample. 
***** 

2.  A  new  §  205.42  is  added  to  read  as 
follows: 

§  205.42  Reduction  in  Federal  financial 
participation  FFP)  for  incorrect  payments 
by  States  after  September  1980. 

(a)  Purpose  and  applicability.  This 
section  provides  the  rules  we  will  use 
beginning  with  October  1980  to 
determine  whether  we  will  reduce  the 
amount  of  Federal  matching  funds 
(Federal  financial  participation  or  FFP) 
we  give  to  a  State,  and,  if  so.  the  amount 
of  the  reduction.  We  will  reduce  the 
amount  of  our  matching  funds  if  a  State 
makes  more  incorrect  payments  in  its 
AFDC  program  than  allowed  under  the 
rules  in  this  section.  These  rules  apply 
to  all  States  which  have  AFDC 
programs. 

(b)  Definitions.  For  the  purposes  of 
this  section — 

“Annual  assessment  period"  means 
the  12-month  period  October  1- 
September  30. 

“Base  period"  means  the  April- 
September  1978  quality  control  system 
review  period. 

“Incorrect  payments”  means 
payments  to  people  who  are  ineligible 
for  a  payment  and  overpayments  to 
eligible  people. 

“National  standard”  means  a  4 
percent  payment  error  rate. 

“Payment  error  rate”  means  the  dollar 
amount  of  incorrect  payments  a  State 
has  made  expressed  as  a  percentage  of 
the  State's  total  payments. 

“We,”  “us”  or  “our”  means  the 
Department  or  the  Social  Security 
Administration  as  appropriate. 

(c)  General.  In  these  rules  we  are 
establishing  a  national  standard  for 
incorrect  payments  in  the  AFDC 
programs.  This  standard  will  be  used  to 
measure  performance  of  the  States  in 
each  annual  assessment  period 
beginning  with  the  October  1980- 
September  1981  period.  A  State  whose 
payment  error  rate  is  below  the  national 
standard  in  the  base  period  must  not  go 
above  the  standard,  without  risking 
reduction  in  Federal  matching  funds.  A 
State  whose  payment  error  rate  is  above 
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the  standard  must  reduce  its  error  rate  . 
to  the  national  standard  or  to  the  State’s 
target  error  rate  established  under  these 
rules. 

(d)  How  we  establish  acceptable 
levels  for  State  performance  using  the 
national  standard.  (1)  Target  error  rates 
for  States  above  the  national  standard 
in  the  base  period,  (i)  Each  State  with  a 
base  period  payment  error  rate  in 
excess  of  4  percent  must  reduce  its 
payment  error  rate  to  4  percent  by  the 
October  1982-September  1983  annual 
assessment  period  in  3  equal  increments 
for  each  October-September  annual 
assessment  period  beginning  with  the 
October  1980-September  1981  period. 

(ii)  We  will  establish  each  State’s 
target  error  rate  for  the  October  1980- 
September  1981  annual  assessment 
period  by  multiplying  one-third  times 
the  amount  by  which  the  State’s  base 
period  payment  error  rate  exceeds  4 
percent;  this  product  is  then  subtracted 
from  the  State’s  base  period  payment 
error  rate.  To  establish  the  target  error 
rate  for  the  October  1981-September 
1982  annual  assessment  period,  we  will 
multiply  two-thirds  times  the  amount  by 
which  die  State’s  base  period  payment 
error  rate  exceeds  4  percent;  this 
product  is  then  subtracted  from  the 
State’s  base  period  payment  error  rate. 
For  all  annual  assessment  periods  after 
September  30, 1982,  the  state  must  meet 
the  4  percent  national  standard. 

Example.  The  State’s  payment  error 
rate  during  the  base  period  is  10  percent. 
Therefore,  the  amount  by  which  the 
State’s  payment  error  rate  exceeds  the  4 
percent  national  standard  is  6  percent 
(or  10  minus  4).  The  State  must  reduce 
this  6  percent  by  one-third,  or  2  percent 
(8  percent  target  error  rate)  for  the 
October  1980-September  1981  annual 
assessment  period.  For  the  October 
1981-September  1982  annual  assessment 
period,  the  State’s  target  error  rate 
would  be  6  percent.  For  all  annual 
assessment  periods  after  September  30, 
1982,  the  State  must  meet  the  4  percent 
national  standard. 

(2)  States  that  have  achieved  the 
national  standard.  States  that  have 
achieved  the  4  percent  national 
standard  in  the  base  period  must 
maintain  that  standard. 

(e)  Information  we  will  use.  We  will 
use  the  information  provided  by  the 
Federal /State  quality  control  system. 

This  system  measures  the  dollar 
amount  of  incorrect  payments  for  every 
6-month  period  (April-September  and 
October-March).  A  State’s  payment 
error  rate  for  the  annual  assessment 
period  will  be  the  sum  of  the  weighted 
payment  error  rates  in  the  State  for  the 
two  corresponding  6-month  sample 
periods.  The  weights  will  be  established 


as  a  percentage  of  the  total  annual 
payments  that  occur  in  each  of  the  6- 
month  periods.  If  a  State  fails  to 
complete  a  valid  sample  for  any  6-month 
sample  period,  we  will  assign  to  the 
State  an  error  rate  based  on  either  the 
weighted  average  of  the  State’s  payment 
error  rate  for  the  last  three  sample 
periods  or  a  Federal  sample. 

(f)  If  a  State  fails  to  meet  the 
established  rate.  If  a  State  does  not 
meet  the  national  standard  or  its  target 
error  rate  for  any  12  month  annual 
assessment  period,  we  will  reduce  our 
matching  fimds  to  the  State  to  those  12 
months,  unless  the  State  can  show  that 
it  made  a  good  faith  effort  to  meet  the 
target  rate.  We  will  reduce  our  matching 
funds  by  the  amount  we  would  not  have 
paid  if  Ae  State  had  reached  its  goal 
(the  national  standard  or  the  taget  error 
rate). 

Example.  The  State’s  target  payment 
error  rate  was  8  percent.  During  the  first 
six  month  sample  period  the  actual 
payment  error  rate  was  10  percent  and 
the  total  payments  made  during  that  six 
month  period  were  $20  million.  During 
the  second  six  month  sample  period,  the 
payment  error  rate  was  9  percent  and 
total  payments  were  $30  million.  The 
total  payments  in  the  annual  assessment 
period  were  $50  million. 

The  weight  applied  to  the  payment 
error  rate  for  the  first  6-month  period 
would  be  0.4  ($20  million  divided  by  $50 
million)  and  the  weight  applied  to  the 
payment  error  rate  for  the  second  6- 
month  period  would  be  0.6  ($30  million 
divided  by  $50  million). 

Therefore  the  payment  error  rate  for 
the  annual  assessment  period  would  be 
9.4  percent  or  4  percent  (0.6  times  9 
percent  for  the  second  six  month 
period). 

Since  the  target  error  rate  was  8 
percent  and  the  payment  error  rate  was 
9.4  percent,  we  will  reduce  our  matching 
funds  by  1.4  percent  of  the  Federal  share 
of  the  dollars  the  State  paid  under  its 
AFDC  program. 

(g)  When  we  will  reduce  a 
disallowance  because  a  State  has  made 
a  good  faith  effort.  (1)  We  will  notify  a 
State  that  we  are  going  to  reduce  (or 
disallow)  matching  funds  because  the 
State  did  not  meet  the  national  standard 
or  the  target  error  rate  established  for 
the  State.  The  State  will  have  65  days 
fix)m  the  date  on  this  notification  to 
show  that  it  made  a  good  faith  effort  to 
meet  the  established  error  rate  target.  If 
we  find  that  the  State  did  not  meet  the 
national  standard  or  the  target  error  rate 
despite  a  good  faith  effort,  we  will 
reduce  the  funds  being  disallowed  in 
whole  or  in  part  as  we  find  appropriate 
under  the  circumstances  shown  by  the 
State.  A  finding  that  a  State  did  not 


meet  the  target  error  rate  despite  a  good 
faith  effort  will  be  limited  to 
extraordinary  circumstances. 

(2)  Some  examples  of  circumstances 
under  which  we  may  find  that  a  State 
did  not  meet  the  target  error  rate  despite 
a  good  faith  effort  are — 

(i)  Disasters  such  as  fire,  flood  or  civil 
disorders,  that — 

(A)  Require  the  diversion  of 
significant  personnel  normally  assigned 
to  AFDC  eligibility  administration,  or 

(B)  Destroyed  or  delayed  access  to 
significant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations; 

(ii)  Strikes  of  State  staff  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  or  processing  of  case  changes; 

(iii)  Sudden  and  unanticipated 
workload  changes  which  result  from 
changes  in  Federal  law  and  regulations, 
or  rapid,  unpredictable  caseload  growth 
in  excess  of,  for  example,  15  percent  for 
a  6-month  period; 

(iv)  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
reasonably  assumed  to  be  in  a  position 
to  provide  such  interpretation;  and 

(v)  The  State  timely  developed  and 
implemented  a  corrective  action  plan 
reasonably  designed  to  meet  the  target 
error  rate  but  the  target  error  rate  was 
not  met.  In  evaluating  whether  the  State 
has  indeed  made  a  good  faith  effort  in 
these  circumstances,  we  will  consider 
the  following  factors — 

(A)  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program,  e.g.,  pirorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources; 

(B)  Sufficiency  and  quality  of  systems 
designed  to  reduce  errors  that  are 
operational  in  the  State,  e.g.,  BENDEX, 
IDEX,  monthly  reporting,  retrospective 
budgeting,  error  prone  profiles,  local 
agency  monitoring  systems,  computer 
clearances; 

(C)  Use  of  effective  system  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data,  e.g.,  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
profiles,  corrective  action  committees, 
special  studies;  and 

(D)  Effective  management  and 
execution  of  the  correction  action 
process,  e.g.,  assignment  of 
responsibilities,  milestones  for 
completing  tasks,  completion  of  tasks, 
monitoring  of  progress. 

(3)  The  failure  of  a  State  of  act  upon 
necessary  legislative  changes  or  to 
obtain  budget  authorization  for  needed 
resources  is  not  a  basis  for  finding  that  a 
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State  failed  to  meet  the  target  error  rate 
despite  a  good  faith  effort. 

(h)  Disallowances  subject  to  appeal.  If 
a  State  does  not  agree  with  our  decision 
to  reduce  (disallow)  FFP,  it  can  appeal 
to  us  within  45  days  from  the  date  of  our 
decision.  The  regular  procedures  for 
appeal  of  disallowance  will  apply, 
including  review  by  the  Grant  Appeals 
Board  (see  45  CFR  Part  16.) 

(Section  1102  of  the  Social  Security  Act;  49 
Stat.  647,  as  amended;  42  U.S.C.  1302;  and 
Pub.  L.  96-38.) 

(Catalog  of  Federal  Domestic  Assistance 
Program  Nos.  13.714 — ^Medical  Assistance 
Program;  13.808  Assistance  Payments — 
Maintenance  Assistance  (State  Aid).) 

Dated:  September  15, 1979. 

Stanford  G.  Ross, 

Commissioner  of  Social  Security. 

Approved:  September  19. 1979. 

Patricia  Roberts  Harris, 

Secretary  of  Health,  Education,  and  Welfare. 
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